








THE WAR AND REAL ESTATE 


E are receiving numerous inquiries from our subscribers on the effect 
W of the present war situation on various types of real estate. One sub- 

scriber has gone through our back reports for 1939 and has asked what 
Similarity and differences exist in the forecasts we would make now in contrast with 
those which we made at the outbreak of World War II. 


On August 19, 1939, before the actual outbreak of World War I, I wrote a bulle- 
tin for our subscribers pointing out that real estate would undergo a totally different 
reaction to the war then in prospect than it had during World War I, starting in 1914 
and ending in 1918. In this bulletin we psinted out that during World War I real es- 
tate activity had decreased, but that if a new war developed real estate activity 
would increase. We also pointed out that the cost of building would rise with short- 
ages of housing resulting in increased rents and values. We also pointed out that 
farms would increase in values per acre, but that all of these reactions would occur 
slowly at first with relatively little change during the first six months to a year. 
These forecasts were correct. 


I have been interested in the past week or so in comparing World War I, World 
War II and the present war from as many different angles as I could where real estate 
was involved. I think many of our subscribers might be interested in the comparison 
of the three periods. 


When World War I started in 1914 real estate ac- 
REAL ESTATE ACTIVITY tivity was almost 20% below our long-term com- 

putednormal. It had been dropping withonly minor 
interruptions since the beginning of 1906, which marked the peak of thé real estate 
boom of the early 1900’s. Real estate activity had been below normal since 1910, 
or for a period of from three to four years. All during World War I it continued to 
go down, reaching the lowest point at the time of the Armistice in 1918 and going 
up only after the war was over. When World War II started at the end of August 
1939 real estate activity had been below normal for more than ten years, a longer 
period than the average real estate depressions in the past. It has been rising from 
the low, however, with only one major interruption for six years, and had there been 
no war we would still have expected our real estate boom. At the present time real 
estate activity is between 35% and 40% above normal. The peak of real estate activity 
was reached in 1946, and real estate activity subsequently fell for the next three 
years with only two minor interruptions. The present upsurge started about the 
middle of 1949 and was caused largely by the sale of new houses. This recent up- 
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surze has not benefited all real estate men, as in many cities most of the new 

,Duilding is being done by a limited number of large-scale developers who are hand- 
ling their own sales. The beginning of World War II was apparently responsible for 
a dip in real estate activity in 1942, culminating in a low point in January 1943. 
During the balance of the war real estate activity rose rapidly. There is little rea- 
son to believe that the present war or a third world war would cause an increase 
in real estate activity as World War II did. Our situation is more nearly like the 
situation which existed at the time .f World War I, and real estate activity was de- 
pressed during the entire war period. 


Foreclosures had passed their low point eight years 

FORECLOSURES before World War I started, and while they did not 

rise togreat heights during the real estate depres- 

sion which accompanied World War I, they remained fairly high in view of the fact 

that this war had not been preceded by a price inflation of any great size. Fore- 

_ closures had reached a tremendous peak six years before World War II started and 

' had been declining with only minor interruptions during this entire period. At the 

' present time foreclosures are rising slightly after a period of more than seven years 

' in which they have averaged lower than they have ever averaged before as far back 

' as records go. Here, again, it seems to me that the experience of World War I will 

_ be more similar than the experience of World War II in the behavior of the fore- 

' closure rate with the exception that the tremendous price inflation which has pre- 

ceded our present difficulty may eventually bring foreclosure peaks higher than 

the peaks experienced during the 1914 to 1918 period. A high degree of inflation, 

_ probable now on account of the war, will reduce or prevent the high foreclosures in 
the middle fifties we would otherwise experience. 


When World War I started, building activity had 
BUILDING ACTIVITY been past its peak for about four years, and build- 
ing during this earlier period had been at a rela- 
tively high rate. When World War II started, building had been on a depressed level 
for an eight- or nine-year period. At the present time we have been building in 
relatively heavy volume for approximately five years with the probability that the 
twelve months ending in July will show by far the largest number of dwelling units 
constructed in any twelve-month period in our history. I think it is probable that 
building volume will show slight decreases from its present very high level during 
the balance of the year, and it would certainly seem that the largest part of the 
present building boom is past. 


Residential rents for twelve years prior to the be- 
RESIDENTIAL RENTS ginning of World War I had shown relatively little 

change, and had shown no very great change for a 
period of more than forty years. In the period that preceded World War II rents 
showed first a major drop then a slight rise with no change for three years preced- 
ing the war itself. During the past four years rents have shown a slight upward 
trend, rather insignificant when compared with the increases in the general price 
level of the same period. 


In the twenty years preceding World War I the gen- 
GENERAL PRICE LEVEL eral price level in the United States had shown a 
constant upward drift. Shortly after the war started 




















prices rose sharply and remained high in the post-war period. In the seven years 
that preceded World War II prices showed a somewhat similar upward drift from the 
low which immediately preceded this period. After the war had progressed for a 
number of years, a much sharper rise again took place. In the past four years 
prices have shown an uncertain trend, down first then up slightly, but on a very high 
plateau. With the inflationary policies of the Administration and the probability of 
large war expenditures, prices will rise still further and during the next ten years. 


In the period which preceded World War I the sup- 
RESIDENTIAL VACANCY ply of housing was very well balanced against de- 

mand with a slight vacancy sufficient to take care 
of the families in transit. Prior to World War II the housing situation, too, was 
in pretty good balance with a vacancy of sufficient size to prevent any great change 
in rent levels. At the present time housing is in short supply in relationship to 
demand. This is due primarily, I believe, to excessive demand due to low rentals 
and high industrial activity. 


In the period that preceded World War I building 
BUILDING COSTS costs had been rising gradually for a period of 
fourteen years. In the period that preceded World 
War II building costs, after rising for five years, had fallen for two. They then 


started rising rapidly reaching a peak in 1948, showing a drop, and now returning 
to the peak. 


In the period that preceded World War I mortgage 


FINANCING interest rates were high and were uncontrolled. 

Most mortgages were made for a definite period 
without monthly pay-off, and in most cases with no pay-off provisions during the 
period of the mortgage. Financing was done with first mortgages and junior mort- 
rages, taking the form of second, third and in some cases even fourth mortgages . 
In the period that immediately preceded World War II interest rates had been drop- 
ping for a period of six years and they continued that drop during the first two 
years of the war. In the period immediately preceding the present interest rates 
have been practically stable for a period of five or six years. Financing is done 
largely now with amortized mortgages, paying off monthly over a period varying 
from fewer than ten years to more than twenty. Relatively small down payments 
have been required, and second mortgages have almost disappeared from any real 
estate transactions. Mortage interest rates are determined largely by the poli- 
cies of the United States Treasury Department, the Federal Housing Administra- 
tion and the Veterans Administration. 


When World War I started unused plant capacity in 
SHORTAGES the United States was average with no great over- 

supply but also relatively few shortages. When 
World War II started a tremendous amount of our industrial plant was idle, with a 
very large number of unemployed. At the present time we have relatively little 
idle plant in the United States and only a minimum amount of unemployment. While 
it was possible during World War II to build war production on top of civilian pro- 
duction by using idle plant and idle men, there is little slack in the industrial ma- 
chine at the present time which can be used for war purposes. War production can 
only be gotten in quantity by a switch from civilian activity to war activity. 
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When World War I started consumer inventories were only slightly better than 
normal. That is, the average individual had a fairly good assortment of the various 
goods which at that time were considered essential for personal wear and household 
use. When World War II started we had just come through a big depression during 
which most consumers had deferred all purchases which could be postponed because 
of insecurity and depression incomes. As a result, consumer inventories were ex- 
tremely short which resulted in heavy purchases during the war period when incomes 
rose sharply. At the present time, however, consumer inventories are probably 
larger than they have ever been in the past. Because of the long period of high 
wages, the average family is well supplied with the various goods considered neces- 
sary for satisfactory living. Household equipment is at a new all-time high, and 
in case it were necessary to switch a portion of production from civilian goods to 
armament it would involve no tremendous hardships. 


When World War I started automobile production for the period was satisfactory 
and rnost families who desired cars were equipped with them. Cars of that period, 
however, had a relatively short life both from the standpoint of years and of mileage. 
When World War II started a large percentage of cars were old and obsolete. Since 
the end of the war, however, most of these have been replaced until at present the 
inventory of machines in the hands of consumers is relatively heavy. 


In view of the foregoing similarity and differences to past war periods, I would 
like to hazard the following opinions regarding real estate trends during the next 
few years 


1. Older single-family residences--These residences will show some declines 
in value, but the inflation which will accompany the new war will prevent this drop 
from being as great as would otherwise be anticipated. This will have the effect of 
bailing out many mortgages which would otherwise get into trouble. 


2. Existing multi-family residences--If these are of the older type which were 
controlled with rents frozen at a relatively low level, we believe that the rents in 
these buildings will creep up, although within a few years’ time vacancies may 
again be a problem. Many of the newer apartment units built under the 608 pro- 
visions of the FHA will find it impossible to continue to get the rentals allowed at 
the time of construction. Here, too, however, the additional inflation of the new 
war will keep some borderline cases on the safe side. If the war continues, rent 
control will be re-enacted. 


3. New building--The volume of new building which has been done in the past 
year is largely attributable to the extremely loose credit fostered by the FHA and 
Veterans Administration. Many houses have been sold with no down payment and 
with amortized mortgages for extremely long periods. Credit is being tightened by 
requiring larger down payments and by refusing to recognize recent increases in 
construction costs. This, together with the higher cost of building, will result in a 
shrinkage of volume during the latter part of the year, and if the war continues there 
will be a considerable shrinkage in 1951. 


1. Vacant ground suitable for residential building--We have been bearish on 
vacant ground suitable for residential building for the long pull, practically since 
the inception of our research work on real estate more than twenty years ago. We 
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believe that rapid transportation has destroyed much of the scarcity value formerly 
possessed by most land suitable for residential development, and that so much land 
has been made available through good roads and better automobiles for mass trans- 
portation facilities that none of this ground will sell for the extremely high prices 
which have been current in the booms in the past. Ground with all improvements in 
has gone up in price due to the increased cost of putting in the improvements. We 
have said many times in recent years that while the long-term trends on the values of 
raw ground suitable for residential development was down, the short trend was up 
during the period of the intense building boom. If the building boom fades within the 
next few years, the prices for which raw ground can be sold will shrink still faster, 
as the opportunity for immediate use will be relatively slight. 


5. Vacant ground suitable for commercial building--If well located either in 
the downtown district or in well-developed subcenters we believe that this ground 
will hold its value over the long period and may even show some increase. It is 
doubtful, however, whether matured locations will show an increase in value suf- 
ficient to offset interest and taxes. Of course, many of these locations can be 
used as parking lots in the interim period covering their holding cost in that fashion. 


6. Industrial properties--We believe that as a general rule the war situation 
in Korea and the stepped-up armament program will throw emphasis on the de- 
sirability of inland locations for industrial plants in smaller communities because 
of bombing threats. This will adversely affect many locations along the East Coast 
and may adversely affect some along the West Coast. 


7. Commercial properties such as office buildings and stores--If these are 
owned as income producers, I would continue to hold them under today’s economic 
conditions as I believe that they form as good an investment as can be secured at 
the present time. While the net income from properties of this type may decrease 
over the short period, the decrease will not be great and over the long period the 
probabilities are that the values of well-located properties will increase still further. 


8. Farms--It is my opinion that well-located farm lands in view of the present 
war Situation will hold their values and may increase during the period ahead, de- 
pending primarily on the intensity of the war effort. If 1 owned a good farm at 
the present time I would not sell it. 


As a general thing I would act slowly at the present time. Real estate changes 
do not come suddenly and the situation now lacks clarity. Within a question of 
weeks or months we will be able to form more accurate opinions as to the extent 
of the war in Asia. We will have some idea as to whether it will continue on a 
localized basis or whether there is a possibility of its developing intoa major war. 
My guess is that those dealing in real estate will have about six months or more to 
formulate their policies with relatively little change taking place during this period. 














